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Chicago,  March  6,  1913. 
Hon.  Eugene  Block,  Chairman. 
Hon.  Heney  D.  Capitain.  \ 
Hon.  John  A.  Richekt.     ( 
Hon.  Henky  P.  Bergen.         Members, 
Hon.  William  J.  Healy.  / 

Suh-Committee  of  Local  Transportation  Committee, 
City  Council  of  Chicago,  III. 

Gentlemen  : — You  have  honored  the  Board  of  Supervising 
Engineers,  Chicago  Traction,  by  inviting  it  to  appoint  a  repre- 
sentative to  assist  you  in  your  deliberations  regarding  the 
formulating  of  a  new  contract-ordinance,  under  which  the  con- 
solidation of  the  present  surface  and  elevated  railways  of  the 
city  of  Chicago  shall  be  effected,  and  under  which  it  is  pro- 
posed that  the  extension  of  such  railways  and  the  construc- 
tion of  all  future  passenger  subways  of  the  city  of  Chicago 
shall  be  constructed,  and  the  Board  has  appointed  me,  as  its 
Chairman,  to  represent  it  in  such  deliberations. 

In  this  capacity  I  have  had  the  pleasure  of  attending  one 
meeting  of  your  committee,  that  of  February  21st,  at  which 
time  several  important  points  which  were  proposed  for  em- 
bodiment in  the  new  merger  ordinance  were  discussed,  and  I 
shall,  of  course,  be  pleased  to  continue  these  discussions  with 
you  at  your  pleasure,  and  hope  to  be  of  some  assistance  to 
you. 

Since  this  meeting  adjourned,  subject  to  the  call  of  your 
Chairman,  in  order  to  give  the  Corporation  Counsel  of  the  city 
time  to  draft  a  tentative  ordinance  for  your  consideration, 
in  which  he  is  to  embody  not  only  the  points  especially  dis- 
cussed at  the  first  meeting,  but  also,  as  I  understand  it,  the 
desirable  features  of  the  present  ordinances  (known  as  the 
settlement  ordinances  of  1907,  under  which  the  surface  hues 
of  the  city  are  now  working),  it  has  occurred  to  me,  since  your 
committee  asked  me  to  draft,  for  your  consideration,  certain 
clauses  of  the  proposed  ordinance,  that  if  your  committee 
had  before  it  certain  other  information,  and  this  information 
were  transmitted  by  you  to  the  Corporation  Counsel  for  his 
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consideration  during  the  drafting  of  the  tentative  ordinance, 
that  the  ordinance,  when  presented  to  you,  would  probably 
be  more  complete  than  though  we  wait  for  further  meetings 
of  your  committee,  at  which  time  I  would  probably  bring  out 
these  points,  although  it  is  not  at  all  certain  that  time  would 
permit  my  mentioning  all  of  them.  For  this  reason  I  believe 
it  my  duty  as  a  citizen,  and  as  one  who  has  given  much  at- 
tention to  the  subject  of  intramural  transportation  in  many 
large  cities  of  the  country,  to  set  forth  to  you  now,  in  writing, 
without  in  any  way  attempting  to  commit  the  Board  of  Super- 
vising Engineers,  some  of  the  opinions  and  conclusions  which 
I  have  formed  as  the  result  of  this  experience. 

I  shall,  of  course,  be  pleased  to  discuss  with  you,  at  your 
committee  sessions,  any  of  the  points  herein  suggested,  or 
others  that  may  arise  in  your  deliberations,  and  at  such  times 
can  give  you  my  full  reasons  for  such  suggestions  as  I  have 
made  herein. 

At  the  above  meeting  of  your  committee,  the  first  question 
that  was  asked  by  the  Corporation  Counsel  was,  whether  or 
not  there  should  be  made,  in  the  new  ordinance,  provision  for 
a  Board  of  Supervising  Engineers,  similar  to  the  Board  pro- 
vided under  the  present  ordinances,  or,  if  not,  what  type  of 
Board  should  be  created,  together  with  the  number  of  mem- 
bers thereof. 

Inasmuch  as  I  am  chairman  of  the  present  Board,  and  It 
has  been  made  by  some  to  appear  that,  in  the  discussion  of 
the  proposed  ordinance  at  this  meeting,  I  attempted  to  pro- 
ject the  present  Board  into  the  new  ordinance  (which  a  read- 
ing of  the  verbatim  report  of  what  took  place  will  completely 
disprove),  I  wish  to  make  my  position  clear  to  you,  so  that 
the  principles  which  I  hereinafter  point  out,  as  seeming  nec- 
essary to  me  to  be  embodied  in  the  new  ordinance,  shall  be 
considered  on  their  merits  alone,  rather  than  from  the  biased 
viewpoint  that  some  have  attempted  to  create,  to  the  effect 
that  the  members  of  the  present  Board,  and  especially  myself, 
are  attempting  to  retain  their  present  positions. 

At  the  above  meeting  it  was  decided  that  the  members  of 
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the  new  Board  should  devote  their  entire  time  to  the  work 
of  the  Board  and,  in  response  to  a  direct  question  asking  me 
to  state  what  I  thought  the  salaries  of  such  Board  members 
should  be,  I  pointed  out  that  the  kind  of  talent  that  is  em- 
ployed upon  the  present  Board  could  not  be  secured  exclu- 
sively without  comparatively  high  compensation,  for  the  rea- 
son that  the  two  members  representing  the  companies  re- 
ceive, in  addition  to  their  compensation  on  the  Board,  sala- 
ries as  chief  engineers  of  their  respective  railroads,  while  the 
member  representing  the  city  of  Chicago  receives  additional 
salary  as  Engineer  of  the  Board,  so  that  the  Board  has  the 
benefit  of  a  large  portion  of  the  time  and  judgment  of  these 
men  for  comparatively  low  pay.  So  far  as  my  own  compen- 
sation, which  was  fixed  in  the  ordinances,  is  concerned,  it  will 
perhaps  be  sufficient  to  state  that  my  income  was,  for  several 
years  prior  to  my  connection  with  the  Board,  and  when  I 
was  able  to  give  my  entire  time  to  my  professional  work,  over 
four  times  the  total  compensation  which  I  now  receive  from 
the  Board,  and  that  my  only  reason  for  retaining  a  connec- 
tion with  the  Board,  for  sometime  past,  has  been  due  to  the 
fact  that  I  felt  a  moral  obligation  to  the  public  and  the  rail- 
way companies  represented  on  the  Board,  to  hold  the  posi- 
tion long  enough  to  be  instrumental  in  firmly  establishing  the 
principles  of  the  ordinances,  for  it  should  not  be  forgotten 
that,  by  the  terms  of  the  ordinances,  I  do  not  directly  repre- 
sent either  the  city  or  the  companies,  but  act  as  an  arbitrator 
between  them,  and  I  believe  that  it  was  the  intention  of  those 
who  wrote  my  name  into  the  ordinances  that  I  would  see  that 
equity  was  done  to  both  sides,  which  responsibility  I  firmly 
believe  I  have  faithfully  discharged  up  to  date. 

The  underlying  principles  of  these  ordinances  may  be  con- 
cretely stated  as : 

a.  One  city,  one  fare,  universal  transfers. 

b.  Fair  dealing  with  the  Public. 

c.  Fair  dealing  with  the  Corporation. 

d.  Service  equipment  and  construction  without  limit 
as  to  the  possibilities  for  good;  and 

e.  Opportunities  for  evil  minimized. 
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Under  the  terms  of  these  ordinances  the  City  Council, 
while  relinquishing  none  of  its  legislative  powers,  is  freed 
from  the  duties  and  burdens  of  detailed  administration  of 
the  property,  this  being  left  entirely  to  the  Board  of  Super- 
vising Engineers. 

This  Board,  during  its  six  years  of  experience  in  adminis- 
tering these  ordinances,  has  been  efficient  in  the  expenditure 
of  something  over  $80,000,000  for  the  rehabilitation  of  the 
properties,  not  only  in  engineering  design  and  supervision, 
but  it  has  also,  through  the  care  which  it  has  exercised  in  the 
supervision  of  accounting  matters,  seen  that  the  provisions  of 
the  ordinances,  so  far  as  the  Board  has  control  over  them, 
have  been  fully  carried  out,  and  with  the  following  results : 

There  has  been  placed  in  the  city  treasury,  as 
the  city's  proportion  of  the  net  profits  during  the  six 
years  the  ordinances  have  been  in  effect,  $10,108,212.00 
which,  with  accrued  interest  to  date,  brings  the  total 
as  of  December  31, 1912  to $10,504,333.90 

(See  Section  24,  page  22  for  use  of  this  as  an  amor- 
tization fund.) 

There  has  been  placed  in  the  renewal  funds  of  the 
companies  during  the  three  years  since  the  rehabilita- 
tion period  ended,  up  to  December  31,  1912 $5,857,484.21 

Of  this  $5,857,484.21  there  has  been  expended  in 
taking  care  of  depreciation  to  December  31,  1912 4,415,763.61 

Leaving  now  in  cash  in  the  renewal  funds $1,441,720.60 

In  addition  to  this  the  companies  have  received  out  of  earnings.  .$36,352,782.66 

And  out  of  new  money  furnished,  as  10%  construction  profit  and 
5%  brokerage  provided  for  under  the  ordinances 9,429,010.79 

Making  the  total  which  the  companies  have  received   up   to 
December  31,  1912 $45,781,793.45 

During  the  life  of  the  present  ordinances,  the  companies  have  received  out  of 
earnings  an  average  of  5.9%  upon  their  investment,  and  out  of  new  money,  as 
above,  1.5%,  or  a  total  of  7.4%,  and  the  city  has  received  out  of  earnings  7.03% 
of  the  gross  receipts. 

The  supervision  of  the  entire  work  has  been  done  by  the  Board,  and  its  staff, 
at  an  expenditure  of  less  than  1.60%  of  the  cost  of  the  work  constructed. 
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While  the  Board  believes  that  it  has  been  efficient  in  the 
above  matters,  over  which  it  had  full  authority,  it  also  be- 
lieves that  it  could  have  been  more  efficient  and  more  effec- 
tive in  utilizing,  for  the  benefit  of  the  public,  this  improved 
physical  condition  of  the  properties,  had  it  been  vested  with 
the  power  of  initiative  and  enforcement  of  operating  condi- 
tions, which  power  now  lies  solely  with  the  City  Council  and 
the  city  officials. 

I  hope,  therefore,  with  the  above  information  before  you, 
that  your  committee  will  clearly  understand  that  there  is 
absolutely  no  desire  on  my  part  to  attempt  to  retain  the  pres- 
ent Board  of  Supervising  Engineers  in  the  new  ordinance, 
or  to  in  any  way  advance  my  own  interests  in  this  mat- 
ter, and  that  you  will  consider  my  suggestions  on  their 
merits,  leaving  the  personal  equation  entirely  out  of  the  dis- 
cussion. If  this  method  can  be  pursued,  with  the  final  re- 
sult that  an  ordinance  can  be  evolved,  containing  sound  su- 
pervisory provisions,  and  under  which  all  of  the  surface  and 
elevated  passenger  railways  of  Chicago,  and  such  subways 
as  may  be  constructed  in  the  future,  can  be  merged,  upon  a 
sound  basis,  into  one  comprehensive  operating  entity,  where- 
by the  citizens  of  Chicago  and  the  companies  will  obtain  the 
full  benefits  of  all  of  the  operating  and  financial  advantages 
that  can  be  effected  by  such  a  merger  and  such  a  system  of 
operation,  thus  finally  attaining  the  one-city-one-fare  ideal 
which  I  have  advocated  for  over  a  decade,  I  shall  be  entire- 
ly content  to  rest  satisfied  with  having  been  one  of  the  factors 
whereby  this  result  was  brought  about,  even  though  I  have 
nothing  to  do  with  the  carrying  out  of  the  terms  of  such  an 
ordinance. 

By  the  adoption  of  the  1907  ordinances,  Chicago  effected 
a  settlement  of  her  street  railway  difficulties,  so  far  as  the 
surface  lines  were  concerned,  upon  terms  which  have  attracted 
broad  attention,  and  the  results  have  been  so  satisfactory  that 
they  have  been  largely  copied  in  settlement  ordinances  of 
other  cities.  Furthermore,  while  the  practical  working  of 
these  ordinances  has  developed  certain  minor  defects,  which 
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should  be  rectified  in  any  new  ordinance,  they  are,  if  properly 
enforced,  fimdamentally  so  beneficial  to  the  city  of  Chicago 
and  its  citizens,  that  great  care  and  consideration  should  be 
given  to  the  subject  before  they  are  set  aside,  and  it  should 
be  absolutely  certain  that  any  new  ordinance  gives  to  the  city 
of  Chicago  and  its  citizens,  all  of  the  advantages  of  the  pres- 
ent ordinance,  and  such  additional  advantages  as  can  be  just- 
ly required  of  the  railway  companies,  consistent  with  the 
rate  of  fare  paid,  and  with  suitable  protection  of  the  actual 
investment  legitimately  made  by  these  companies  in  the  prop- 
erties. 

On  the  other  hand,  there  are  certain  conditions  of  the 
present  ordinances  which  are  unjust  to  the  companies,  and 
any  resettlement  ordinance  should  take  these  into  considera- 
tion, and  not  only  fairly  adjust  them,  but  the  terms  of  the 
present  ordinances  should  be  improved  upon  in  certain  other 
respects,  so  that  Chicago  may  reap  the  benefit  of  the  advances 
made,  due  to  the  continued  study  of  the  transportation  prob- 
lem by  many  minds,  since  1907. 

Taking  the  digest  of  the  ordinance,  as  prepared  by  the 
Board  of  Supervising  Engineers,  and  published  in  its  first 
annual  report,  as  a  guide,  and  using  the  section  numbers  of 
the  Chicago  City  Railway  Company's  ordinance,  I  will  treat  it 
section  by  section  as  follows,  it  being  understood  that  where 
I  use  the  comment  ''Satisfactory"  it  means  that  I  regard  the 
section  as  defining  a  satisfactory  arrangement  between  the 
municipality  and  the  companies,  and  one  under  which  no  dif- 
ficulty has  arisen  in  its  administration  by  the  Board,  but  it 
should  be  understood  that  all  my  suggestions  relating  to  legal 
provisions  are  subject  to  the  Corporation  Counsel's  judgment 
as  to  their  legality : 

Section  1  gives  ' '  the  consent  of  the  city, ' '  the  authority 
to  the  company  to  occupy  the  streets  set  out  in  the  sched- 
ule marked  ''Exhibit  A"  and  is  made  "subject  to  all  pro- 
visions, conditions,  requirements  and  limitations  of  the 
ordinance. ' ' 
Satisfactory. 

Section  2  provides  for  the  comprehensive  reconstruc- 
tion and  rehabilitation  of  the  property,  in  full  compliance 
with  the  specifications  attached  to  the  ordinance,  and 
known  therein  as  "Exhibit  B." 
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Satisfactory  if  any  rehabilitation  work  is  to  be  done,  and 

if  so,  the  new  ordinance  should  specify  such  rehabilitation 

work. 

Section  3  provides  for  the  extension  of  the  system 
of  the  company  upon  streets  on  which  it  does  not  now 
operate,  as  hereinafter  ordered  or  authorized  by  the  City 
Council;  such  extensions  being  subject  to  future  compli- 
ance with  the  frontage  consent  laws  of  the  State  of  Illi- 
nois. 

Satisfactory  (with  the  exception  that  construction  profits 
and  division  of  gross  receipts  referred  to  in  Section  7,  and 
hereinafter  treated  by  me  thereunder),  provided  a  Board  of 
Supervising  Engineers,  or  body  similarly  constituted,  is  cre- 
ated by  the  new  ordinance.  Whether  this  section  will  be  sat- 
isfactory or  not  to  both  sides,  if  a  purely  municipal  Board, 
consisting  of  five  men  appointed  by  the  Mayor  and  approved 
by  the  City  Council,  as  your  committee  has  now  decided,  de- 
pends entirely  upon  the  personnel  and  method  of  their  ap- 
pointment, and  will  be  treated  by  me  hereinafter  under  Sec- 
tion 34. 

Section  4  authorizes  operation  by  the  overhead  electric 
trolley,  and  gives  the  city  the  right  to  order  the  installa- 
tion of  the  underground  trolley  system  in  whole  or  in  part 
at  any  time  after  three  years  from  the  acceptance  of  the 
ordinances,  with  appropriate  provisions  as  to  adequate 
return  to  the  company,  under  the  terms  of  Section  25. 

Satisfactory,  provided  the  city  is  given  the  additional  au- 
thority to  require  any  other  method  of  propelling  electric  cars 
which  will  not  require  poles,  or  overhead  conductors,  in  the 
streets,  such  changes,  however,  being  conditioned  upon  their 
financial  feasibility,  in  accordance  with  the  terms  of  Section 
25  of  the  present  ordinance,  which  stipulates  that  the  com- 
pany shall  not  be  required  to  invest  to  such  an  extent  that  the 
return  on  its  investment,  over  and  above  its  present  interest 
charge  of  five  per  cent  allowed  by  the  city,  would  be  reduced 
to  an  inadequate  or  unreasonably  small  amount,  which  "un- 
reasonably small  amount"  should  be  determined  and  fixed 
in  the  new  ordinance. 

Section  5  authorizes  the  use  of  the  poles  of  the  com- 
pany by  the  city,  without  compensation. 
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Satisfactory,  although  provision  in  the  new  ordinance 
should  be  made  for  the  elimination  of  the  poles  of  the  com- 
pany, and  the  attachment  of  the  span  wires  to  the  build- 
ings adjoining  the  streets,  where  such  buildings  will  permit 
of  such  attachment,  as  is  done  in  Los  Angeles  and  in  many 
European  cities.  In  this  manner  the  streets  could  be  made 
much  more  sightly,  the  obstruction  to  firemen  lessened,  the 
expense  of  construction  reduced,  and  the  capitalization  of  the 
company  correspondingly  decreased. 

Section  6  provides  that  the  companies  may  be  required 
at  the  option  of  the  city  to  contribute  not  to  exceed  $5,000,- 
000,  within  the  first  five  years,  to  be  used  for  the  construc- 
tion of  a  central  subway  system  by  the  city,  to  be  devoted 
in  part  to  the  use  of  the  companies  as  downtown  terminal 
facilities,  and  provides  for  appropriate  extensions  of  this 
system  in  the  future  at  the  expense  of  the  companies.  It 
is  provided  that  this  money  need  not  be  paid  to  the  city 
unless  the  plans  for  the  subway  have  been  approved  by  the 
Board  of  Supervising  Engineers,  upon  which  the  compan- 
ies are  represented.  The  use  of  these  subways  in  part 
for  cars  of  the  elevated  roads  is  authorized  upon  appro- 
priate terms.  There  is  also  appropriate  provision  that 
the  company  shall  not  be  required  to  make  any  future 
payments  under  the  subway  section  that  will  unreason- 
ably increase  its  total  investment  under  the  provisions  of 
Section  25.  It  is  expressly  provided  that  the  subway  pro- 
visions shall  never  have  the  effect  of  depriving  the  city 
of  any  right  with  respect  to  subways,  which  it  might  other- 
wise have,  or  acquire. 

Thus  the  present  ordinances  provide  a  method  for  the 
construction  of  a  complete  subway  system  for  the  city,  with 
money  provided  by  the  companies,  but  these  ordinances  do 
not  provide  specific  terms  for  the  utilization  of  the  money 
accumulated  in  the  city's  traction  fund,  created  under  these 
ordinances,  amounting  now  to  about  $10,504,333.  As  the  spirit 
of  the  1907  ordinances  was  that  any  money  accumulated  in 
this  fund  should  be  utilized  for  the  purchase  of  the  surface 
line  traction  properties,  or  for  their  extension,  provision 
should  be  made  in  the  new  ordinance  for  the  utilization  of 
the  money  now  in  this  fund,  as  well  as  moneys  that  accrue 
to  this  or  a  similar  fund  in  the  future.    Full  terms  and  con- 
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ditions  sliould  be  set  forth  under  which  the  companies  or  the 
city,  or  both  jointly,  will  provide  all  the  additional  money  nec- 
essary for  future  extension  of  the  systems — surface,  elevated 
and  subway — as  may  be  deemed  necessary  from  time  to  time 
by  the  Board  of  Control  hereinafter  mentioned. 

Section  7  relates  to  the  city's  authority  to  supervise 
rehabilitation  work  and  extensions  to  the  companies'  sys- 
tems through  the  Board  of  Supervising  Engineers,  and 
provides  that  the  Board  shall  certify  to  the  actual  cash 
expenditures  of  the  company  and  add  to  the  amounts  so 
certified  10  per  cent  for  construction  profit  and  5  per  cent 
for  brokerage,  the  former  amount  being  intended  to  com- 
pensate the  companies  for  carrying  on  the  construction 
work  of  the  properties,  which  was  of  a  type  such  as  the 
companies  were  especially  qualified  and  organized  to  un- 
dertake, as  it  was  mainly  the  construction  and  reconstruc- 
tion of  tracks,  sub-stations  and  overhead  and  underground 
transmission  lines ;  the  5  per  cent  was  to  compensate  them 
for  the  cost  of  securing  the  money  utilized  in  the  recon- 
struction and  extension  work. 

Satisfactory,  provided  the  conditions  of  the  present  ordi- 
nance, so  far  as  supervision  is  concerned,  continue  to  prevail. 
Inasmuch  as  the  rehabilitation  work  contemplated  by  the  pres- 
ent ordinances  has  practically  been  completed,  and  the  rehab- 
ilitation periods  have  elapsed,  the  work  of  extending  the  trac- 
tion system  of  the  city  in  the  future  will  be  mainly  that  of 
altering  the  elevated  railway  structure  and  the  construction 
of  subways,  a  type  of  work  which  the  companies  are  not  par- 
ticularly qualified  to  do  and  which  will  probably  have  to  be 
awarded  by  contract,  in  sections,  to  individuals  or  companies 
possessing  the  necessary  plants  and  organization  for  carry- 
ing on  such  work,  there  is  no  longer  necessity,  in  the  new 
ordinance,  to  provide  for  paying  a  construction  profit  of  10 
per  cent  to  the  company  receiving  the  merger  ordinance,  as 
this  profit  would  then  be  included  in  the  contractor's  prices 
on  subway  construction,  there  being  no  such  contractor's 
profit  (except  on  buildings  where  the  Board  decided  that  the 
work  could  be  done  cheaper  by  subcontractors)  included 
in  the  work  of  rehabilitation  done  by  the  companies 
under   the   1907   ordinances,   except   that   which   was   paid 
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to  the  companies  direct  under  the  above  provision,  so  that 
construction  profits  would  not  be  duplicated,  as  would  be 
the  case  if  the  new  company  were  allowed  this  construction 
profit  on  subway  and  elevated  construction. 

It  might  be  well  to  state  here,  however,  that  a  considerable 
portion  of  this  10  per  cent  construction  profit  has  had  to  be 
expended  by  the  companies  as  brokerage  charges,  in  addition 
to  the  5  per  cent  for  brokerage  allowed  them  under  the  ordi- 
nances, to  enable  them  to  secure  the  money — now  about  $80,- 
000,000 — which  has  been  spent  in  rehabilitation  work.  Fur- 
thermore, as  the  rehabilitation  period  has  elapsed  there  is 
no  necessity  for  making  an  arbitrary  division  of  the  gross 
receipts  into  70  per  cent  to  operation  and  30  per  cent  to  the 
companies,  as  specified  in  this  section.  Should  the  exact  lan- 
guage of  paragraphs  two  and  three  of  this  section  be  utilized 
in  the  new  ordinance,  there  should  be  inserted  after  the  word 
''company"  in  the  sixth  line  from  the  top  of  paragraph  two 
the  following  words  ' '  out  of  additional  capital  funds  provided 
by  it,"  and  after  the  word  "company"  in  the  fourth  line  of 
the  third  paragraph,  the  words  ''out  of  such  additional  cap- 
ital funds,"  these  additions  being  necessary  to  make  the  pres- 
ent ordinances  clear,  in  accordance  with  the  interpretation  of 
them  by  the  Board  of  Supervising  Engineers,  as  concurred 
in  by  the  Attorneys  of  the  city  and  the  companies. 

Section  8  requires  the  removal  of  tracks  upon  which 
the  company  ceases  to  operate. 

Satisfactory. 

Section  9  provides  for  the  proper  accounting  for  the 
sale  of  any  of  the  property  included  in  the  appraisal  in- 
ventory which  fixed  the  price  adopted  in  the  ordinances, 
or  thereafter  acquired,  where  the  value  or  cost  has  been 
added  to  capital  account  and  is  included  in  the  amount 
which  the  city  must  pay  in  the  event  of  purchase.  It  re- 
quires the  approval  of  the  Board  of  Supervising  Engi- 
neers for  any  such  sale  and  the  credit  of  the  prices  re- 
ceived to  capital  account  or  its  deposit  in  the  reserve  funds 
for  renewals. 

Satisfactory,  provided  there  is  added  at  the  end  of  the 
section  after  the  word  "depreciation"  the  following  sentence: 
"In  case    of  the  sale  of    abandoned    property  that  is    not 
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renewed,  the  proceeds  from  said  sale  shall  be  retained  by  said 

company  and  deducted  from  its  capital  account." 

Section  10  contains  a  number  of  regulations  for  the 
improvement  of  service,  subject,  of  course,  to  the  express 
reservations  of  Section  16,  that  the  Company  shall  at  all 
times  maintain  the  system  and  its  equipment  in  whatever 
condition  ''may  be  necessary  or  appropriate  to  give  to 
the  public  first-class  street  railway  service  in  all  respects" 
and  of  Section  35,  that  "the  enumeration  herein  of  special 
requirements  and  specific  regulations  shall  not  be  taken 
or  held  to  imply  the  relinquishment  by  the  said  city  of 
its  power  to  make  other  requirements  and  regulations; 
and  the  said  city  hereby  expressly  reserves  the  right  to 
make  all  regulations  which  may  be  necessary  to  secure 
in  the  most  ample  manner  the  safety,  welfare  and  accom- 
modation of  the  public,"  etc. 

Satisfactory,  with  the  exception  that  this  section  contains 
more  or  less  detail  relating  to  type  and  style  of  cars,  all  of 
which  should  be  left  to  the  Board  of  Supervising  Engineers, 
or  whatever  Board  of  Control  is  finally  agreed  upon  in  a 
new  ordinance,  and  that  the  last  paragraph  of  this  section 
should  be  changed  so  as  to  permit  the  running  of  more  than 
single  unit  cars  at  such  times  and  under  such  conditions  as 
the  Board  of  Control  may,  from  time  to  time,  prescribe.  This 
latter  provision  would  permit  the  relief  of  the  surface  line 
congestion  at  times,  and  also  the  running  of  surface  line  cars 
and  elevated  cars  in  trains  through  subways,  but  care  should 
be  taken  to  see  that  no  authority  is  given  authorizing  the 
running  of  trains  consisting  of  more  than  two  surface  line 
cars,  or  of  any  elevated  cars  upon  the  surface  of  the  streets, 
except  in  outlying  districts,  and  these  locations  to  be  subject 
to  the  approval  of  the  Board  of  Control. 

Section  11  provides  for  the  rates  of  fare:  "For  a 
continuous  trip  in  one  general  direction,  within  the  pres- 
ent or  future  limits  of  the  city,  over  its  street  railways 
covered  by  this  ordinance,  and,  all  extensions-  thereof 
(whether  owned,  leased  or  operated  by  it)  the  sum  of  five 
cents  for  each  passenger  twelve  years  of  age  or  over,  and 
three  cents  for  each  passenger  under  twelve  years  of  age ; 
provided  that  children  under  seven  years  of  age,  accom- 
panied by  a  person  paying  fare,  shall  be  permitted  to  ride 

free. ' ' 
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The  section  also  provides  for  transfers,  so  that  nnder 
specific  regulations  for  a  single  fare  the  company  shall 
carry  any  passenger  for  a  single  continuous  ride  over  its 
lines  within  the  limits  of  the  city,  so  long  as  such  ride  is 
in  the  same  general  direction. 

Satisfactory. 

Section  12  prohibits  passes  and  free  transportation 
except  to  employes  of  the  company,  policemen  and  tire- 
men,  respectively,  in  full  uniform,  and  requires  an  appro- 
priate record  of  all  free  tickets  issued,  and  to  whom 
issued.  It  also  provides  for  the  transportation  of  mail 
carriers,  upon  specified  terms. 

Satisfactory,  except  that  a  new  ordinance  should  prob- 
ably specifically  include  the  firemen  of  the  insurance  patrol. 
Section  13  provides  for  the  operation  of  through  routes 
in  and  through  the  three  divisions  of  the  city  and  the  ex- 
tension of  these  routes  ''as  the  traffic  may  warrant  or 
require."  The  certificate  of  the  Board  of  Supervising 
Engineers  is  made  "prima  facie"  evidence  as  to  whether, 
in  fact,  the  traffic  does  or  does  not  warrant  or  require 
such  additional  through  routes. 

Satisfactory,  provided  the  Board  of  Control  is  given  the 

power  to  initiate  these  through  routes  and  other  routes,  as 

well  as  to  enforce  the  service,  which  power  the  Board  of 

Supervising  Engineers  does  not  now  have. 

Section  14  provides  for  the  sprinkling  and  cleaning  of 
streets. 

Satisfactory  as  to  language,  but  unsatisfactory  as  to  the 
actual  adjustment  of  matters  between  the  city  and  the  com- 
panies for  work  done  in  cleaning  the  streets.  This  should 
be  carefully  considered  and  the  policy  of  the  city  clearly  es- 
tablished in  a  new  ordinance,  as  to  whether  the  city  will 
sprinkle  and  clean  the  streets  from  curb  to  curb  and  charge 
the  company  with  its  proportionate  amounts,  or  whether 
it  will  arrange  with  the  company  to  sprinkle  and  clean  the 
streets  from  curb  to  curb,  and  pay  the  company  for  the 
city 's  proportion,  or  whether  the  city  will  relieve  the  company 
entirely  from  this  expense  and  take  the  equivalent  of  its  cost 
in  service,  or  otherwise.  At  present  there  is  a  divided  responsi- 
bility, and  great  complications  arise  owing  to  the  practical 
difficulty  of  the  city's  forces  and  the  companies'  forces  acting 
jointly  and  simultaneously  in  the  cleaning  of  the  streets  at 
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such  times  as  it  is  necessary  to  keep  traffic  going.  I  under- 
stand this  entire  matter  is  now  being  considered  by  the  Com- 
missioner of  Public  Works,  and  that  he  will  make  recom- 
mendations to  your  committee  regarding  it. 

Section  15  provides  for  paving  the  portions  of  all 
streets  occupied  by  the  companies,  and  for  grooved  rails. 
Satisfactory,  with  the  following  exceptions : 
Instead  of  the  requirement  of  the  present  ordinances,  to 
the  effect  that  it  shall  be  mandatory  upon  the  companies  to 
lay  granite  pavement  upon  its  right  of  way  wherever  new 
tracks  are  laid,  and  that  the  company  shall  lay  grooved  girder 
rails  whenever  the  city  paves,  or  repaves,  a  street,  the  ques- 
tion of  type  of  pavement,  and  when  and  where  grooved  girder 
or  other  type  of  rail  shall  be  laid,  should  be  left  to  the 
judgment  of  the  Board  of  Control.  By  the  grooved  girder 
rail  provision  the  companies  have  been  and  are  still  required 
often  to  tear  up  track  which  was  only  partially  or  even  slight- 
ly worn  out,  and  lay  new  grooved  girder  rail  track  in  its 
stead,  thus  relegating  the  remaining  wearing  value  of  the 
partially  worn  out  track,  less  scrap  value,  to  obsolescence, 
and  consequently  placing  it,  during  the  rehabilitation  period 
defined  in  the  ordinances,  in  the  intangible  value  of  the  prop- 
erties and  since  that  period  it  has  required  taking  this  amount 
from  the  renewal  fund  which  would  not  have  been  necessary 
had  the  ordinances  permitted  the  Board  to  allow  comparative- 
ly good  rails,  which  the  companies  had  laid  prior  to  the  adop- 
tion of  the  ordinances,  to  remain  in  service  until  worn  out. 
These  defects  have  been  rectified  in  the  Calumet  and  South 
Chicago  and  Consolidated  Companies'  ordinances,  passed  by 
the  Council  since  the  original  ordinances,  so  that  if  language 
similar  to  that  used  in  these  ordinances  is  used  it  ought  to 
be  satisfactory. 

Another  source  of  great  difficulty  in  the  administration  of 
the  present  ordinances  is  the  method  now  in  vogue  by  the  city 
for  maintaining  the  pavement  upon  streets  upon  which  the 
pavement  has  been  laid  by  contract. 

The  present  ordinances  provide  that  the  companies  shall 
restore  pavement  already  laid,  upon  streets  where  their  tracks 
are  reconstructed,  to  the  same  condition  in  which  it  was  before 
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the  tracks  were  rebuilt  but,  in  many  instances,  owing  to  a 
change  of  grade  by  the  city  officials,  the  tracks  have  been 
raised  in  order  to  conform  more  nearly  to  the  established 
grade  of  the  streets,  irrespective  of  the  grade  of  the  surround- 
ing existing  improvements,  thus  raising  the  tracks  consid- 
erably above  the  pavement  then  in  the  streets.  In  order  to 
make  a  grade  acceptable  to  the  city  offcials,  it  has  been  neces- 
sary to  tear  out  the  pavement  outside  of  the  right  of  way  of 
the  companies,  and  re-lay  this  pavement  at  considerable  cost. 

In  many  instances  these  streets  were  still  under  reserve 
by  the  contractor  who  originally  paved  them,  he  thus  being 
compelled  to  maintain  the  pavement  in  good  condition.  Un- 
der his  contract  he  is  allowed  certain  unit  prices  per  yard. 
These  prices,  varying  with  the  types  of  pavement  used  are, 
in  many  cases,  much  higher  than  his  original  contract  price 
for  pavement,  complete,  including  grading,  foundations,  and 
all  labor  and  material,  these  unit  prices  having  been  deter- 
mined at  the  time  the  contract  was  made  and  intended  to 
apply  to  occasional  repairs  at  widely  distributed  points ;  thus 
making  the  unit  prices  very  high  when  applied  to  the  large 
amounts  of  work  which  the  railway  companies  have  been 
compelled  to  perform  in  the  reconstruction  of  their  tracks, 
and  a  much  higher  price  than  the  companies  could  have  con- 
tracted the  work  for,  or  performed  it  themselves,  had  they 
been  allowed  to  do  so. 

After  long  discussion  of  this  subject  with  the  city  officials 
and  the  various  paving  contractors,  the  companies,  through 
the  assistance  of  the  Board  of  Supervising  Engineers,  suc- 
ceeded in  getting  the  contractors  to  reduce  their  prices  some- 
what, but  not  to  as  low  a  point  as  they  have  been  able  to 
contract  for  similar  pavement  elsewhere  on  streets  not  under 
reserve. 

Under  the  above  conditions,  the  companies  claim  they 
have  been  compelled  to  pave  excessive  yardage  outside  their 
rights  of  way,  and  to  pay  over  $500,000  more  than  they  feel 
and  Board  of  Supervising  Engineers  feels  they  should  have 
paid,  and  the  capital  accounts  of  the  companies  have  been  in- 
creased accordingly. 
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Section  16  provides  for  maintenance,  repairs,  renewals 
and  depreciation. 

This  section  is,  in  the  main,  satisfactory  so  far  as  it  relates 
to  the  distribution  of  that  portion  of  the  income  account  of 
the  company  relating  to  maintenance  and  depreciation,  except 
that,  with  the  present  rate  of  fare,  the  minimum  amount  stip- 
ulated in  the  present  ordinances  for  maintenance  of  the  prop- 
erties should  be  increased  to  8  per  cent.  Thus,  with  the 
present  provision  of  the  ordinances,  to  the  effect  that  not  less 
than  8  per  cent  of  the  gross  receipts  shall  be  devoted  to 
renewals,  there  would  be  the  provision  that  not  less  than 
8  per  cent  of  the  said  gross  receipts  (instead  of  6  per  cent 
as  now  stipulated)  should  be  devoted  to  maintenance,  or  a 
total  of  not  less  than  16  per  cent  of  the  gross  receipts  for  the 
two  purposes,  in  case  the  Board  of  Control  retains  the  same 
rights  that  the  Board  of  Supervising  Engineers  now  possesses 
for  increasing  both  these  funds. 

In  case  minimum  amounts  for  these  funds,  subject  to  in- 
crease, are  established  and  the  company  and  the  city  are  in- 
terested in  the  net  profits  over  and  above  a  guaranteed  return 
to  the  company,  as  is  now  the  case,  the  maintenance  and  re- 
newal funds  should  be  separately  provided  for  and  maintained, 
as  in  the  present  ordinances,  for  the  reason  that  it  would  be 
but  natural  for  the  company  to  endeavor  to  utilize,  on  the 
maintenance  of  the  property,  the  funds  that  ordinarily  should 
be  kept  intact  for  renewals,  as  the  renewal  fund  is  cumula- 
tive, while  the  maintenance  fund  is  not,  and  the  company 
could,  if  unrestricted,  used  the  accumulated  amounts  of  past 
years  (amounting  to  December  31,  1912,  under  the  present 
ordinances,  since  April  15,  1910,  the  date  the  renewal  fund 
began  to  accumulate,  to  $5,857,484.21,  including  $4,415,703.61 
spent  for  depreciation  to  date,  leaving  $1,441,720.60  in  cash 
now  in  the  fund)  in  the  renewal  fund  for  present  maintenance, 
thus  at  any  time  being  able  to  reduce  the  operating  main- 
tenance charge,  thereby  reducing  operating  expenses  and  in- 
creasing its  net  divisible  receipts.  If,  however,  the  amount  of 
these  funds  as  measured  in  per  cent  of  gross  receipts,  could 
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be  accurately  determined,  in  advance,  or  if  not  accurately  de- 
termined made  amply  high,  there  would  be  no  objection  to 
these  funds  being  combined  into  one  fund,  even  though  the 
company  was  interested  in  the  net  divisible  receipts. 

If  the  proposed  ordinance  finally  takes  the  form  of  guar- 
anteeing to  the  company  a  fixed  return  upon  its  agreed  cap- 
italization, and  the  company  is  not  interested  in  the  net  prof- 
its, these  maintenance  and  renewal  funds  could  be  combined 
into  one  fund,  and  in  this  case,  if  no  authority  is  given  to  the 
Board  of  Control  to  increase  it,  the  total  percentage  for  the 
two  funds  should  be  fixed  at  approximately  18  per  cent  of 
the  gross  receipts  (based  upon  the  present  rate  of  fare),  but 
it  would  be  better  to  fix  a  minimum  amount  of  16  per  cent  and 
give  the  Board  of  Control  authority  to  increase  it  if  necessary. 

So  much  of  this  renewal  fund,  in  either  case,  as  remains 
on  hand  at  the  end  of  any  fiscal  year  of  the  company,  as 
well  as  the  amortization  and  contingency  funds,  should  be 
invested  in  the  first  mortgage  securities  of  the  company,  at 
par  or  less,  if  they  can  be  secured  for  less,  or  in  other  safe 
securities  drawing  equally  as  high  a  rate  of  interest  as  the 
company's  securities,  for  by  this  method  the  otherwise  idle 
surplus  remaining  in  these  funds  will  be  kept  working,  in 
quick  salable  assets,  thus  not  only  making  the  amount  so 
invested  readily  available  in  case  of  an  emergency,  but  also 
enabling  the  funds  to  compound  more  rapidly  than  though 
the  money  laid  in  the  bank  and  drew  the  rates  ordinarily 
allowed  on  such  deposits. 

Inasmuch  as  conditions  sometimes  arise,  through  physical 
catastrophes,  whereby  the  property  of  a  public  utility  com- 
pany is  greatly  damaged  and  it  becomes  suddenly  necessary 
to  have  large  amounts  of  money,  not  quickly  obtainable,  to 
immediately  rebuild  the  property,  or,  through  a  financial 
panic,  the  receipts  drop  to  such  an  extent  that  the  company 
is  unable  to  meet  its  fixed  charges,  or  to  protect  the  securities 
of  the  company,  it  is  now  thought  advisable  by  some  able 
financiers  to  provide  what  is  known  as  a  ''contingency  re- 
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serve  fund"  to  meet  such  conditions.  If  this  theory  be  ac- 
cepted, the  income  of  the  company  should  be  distributed  as 
follows ; 

1.  Operating  expenses,  including  insurance,  taxes  and 
maintenance. 

2.  Reserve  for  renewals  to  cover  permanent  shrinkage 
due  to  normal  wear,  depreciation,  obsolescence,  inadequacy, 
etc. 

3.  Reasonable  interest  return  on  investment  (or  a  basic 
return  on  '' agreed  capital  value"). 

4.  Amortization  fund  for  the  decapitalization  of  intangi- 
ble values  and  tangible  values,  if  the  latter  should  be  deemed 
advisable. 

5.  Contingent  reserve  fund  to  provide  for  ''lean"  years 
and  other  emergencies,  due  to  catastrophes,  etc.,  as  above 
stated. 

6.  Balance  or  residual  net  income  to  be  shared  by  the 
company  and  the  city,  with  some  provision  for  employes' 
bonus,  pension  and  disability  fund,  unless  it  shall  be  decided 
to  give  to  the  company  a  fixed  guaranteed  return  and  no  more 
upon  its  capitalization,  in  which  case  the  residual  net  income 
should  be  divided  in  such  a  manner  between  the  city  and 
labor  as  to  insure  the  best  possible  service  under  a  five  cent 
fare,  and  leaving  it  within  the  power  of  the  city  to  devote 
its  share  of  the  profits  to  the  improvement  of  the  service. 
If  the  city  saw  fit  to  so  use  its  entire  profit,  the  highest  stand- 
ard of  service  would  be  obtained,  consistent  with  the  rate 
of  fare  paid,  a  protected  investment,  and  suitably  compen- 
sated labor. 

Another  method  of  fixing  a  standard  of  service  is  to  ascer- 
tain, after  carefully  considering  any  specific  case,  the  prob- 
able percentage  of  the  gross  receipts  that  should  be  devoted 
to  service,  leaving  the  balance  to  take  care  of  fixed  charges 
on  the  company's  investment,  profits,  contingencies  and 
amortization.  In  surface  line  street  railways  operating  under 
average  conditions,  this  amount  would  be  from  65  per  cent  to 
70  per  cent  of  the  gross  receipts  for  service,  including  taxes, 
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insurance,  and  the  necessary  amounts  for  maintenance,  re- 
newal and  accident  funds,  leaving  30  per  cent  to  35  per  cent 
for  company's  use,  amortization  and  contingency  reserve  pur- 
poses. For  subways  and  elevated  roads  these  percentages 
would  vary  from  40  to  65  per  cent  to  service  and  60  to  35 
per  cent  for  the  other  purposes  above  mentioned. 

Section  17  provides  for  the  payment  of  insurance  and 
the  restoration  of  property  which  may  be  destroyed  or 
damaged  by  fire,  and  protects  the  city  against  the  loss 
of  property,  the  value  of  which  is  included  in  the  purchase 
price  which  the  city  or  its  licensee  must  pay. 

Satisfactory,  provided  the  Board  of  Control  retains  the 
same  powers  now  vested  in  the  Board  of  Supervising  En- 
gineers. 

Section  18  provides  that  the  company  shall  pay  as  a 
part  of  its  operating  expenses,  all  damage  claims,  and 
also  for  setting  aside  such  percentage  of  the  gross  receipts 
as  the  Board  of  Supervising  Engineers  shall  approve,  as 
a  separate  fund,  to  protect  the  company  against  such 
claims.  The  provision  as  to  the  Board  is  inserted  for 
the  benefit  of  the  company,  and  in  no  way  lessens  the  obli- 
gations or  the  power  of  the  company  to  pay  out  of  its 
receipts  and  as  operating  expense  all  damage  claims, 
whether  the  fund  authorized  by  the  Board  be  adequate 
for  this  purpose  or  not.  There  is  also  an  appropriate 
provision  for  a  reservation  of  additional  funds,  in  case 
the  city  purchases  the  property,  for  the  city  is,  in  no 
event,  to  be  liable,  even  in  the  event  of  purchase,  for 
damage  claims  accruing  prior  to  such  purchase. 

Satisfactory,  provided  the  Board  of  Control  retains  the 
same  powers  now  vested  in  the  Board  of  Supervising  Engi- 
neers, for  under  this  power,  with  the  co-operation  of  the 
companies,  combined  with  the  improved  condition  of  the) 
physical  properties,  the  amount  spent  on  damages  has  been 
considerably  reduced. 

Section  19  provides  that  compensation  paid  to  direct- 
ors, officers,  agents,  and  attorneys  of  the  company,  as 
operating  expenses,  shall  be  commensurate  with  the  serv- 
ices actually  rendered  by  them,  respectively,  taking  into 
consideration  the  compensation  paid  by  enterprises  of  sim- 
ilar magnitude  and  general  character  for  like  services. 
The  company  may  pay  its  directors,  officers,  agents,  or 
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attorneys  any  compensation  it  sees  fit,  but  not  "as  a 
part  of  the  operating  expenses,"  nor  out  of  the  receipts 
of  the  railways,  except  under  the  provisions  of  this  section. 
In  case  the  city  objects  to  any  payment,  the  Board  of  En- 
gineers are  to  arbitrate  the  dispute,  but  either  party  ''may 
make  application  to  any  court  of  competent  jurisdiction" 
to  determine  the  amount  of  compensation  to  be  paid. 

Should  be  satisfactory  to  the  city  and  the  company,  pro- 
vided the  Board  of  Control  is  vested  with  the  same  power 
as  the  Board  of  Supervising  Engineers  now  has,  for  the  rea- 
son that  the  city  can,  at  any  time,  learn  through  the  Board 
the  salary  paid  to  any  one  in  the  employ  of  the  company, 
including  the  officers  and  others  mentioned  in  this  section, 
and  if  the  city  then  objects,  and  cannot  agree  with  the  com- 
pany upon  such  salary,  or  salaries,  the  Board  gives  its  judg- 
ment, and  if  either  party  is  then  not  satisfied  the  question  is 
left  to  the  courts. 

Section  20  relates  to  the  right  of  the  city  to  purchase 

the  property  of  the  companies  at  any  time  and  fixing  the 

price  for  said  properties. 

Satisfactory,  provided  the  Board  of  Control  has  the  same 
rights  as  are  now  vested  in  the  Board  of  Supervising  Engi- 
neers, except  that  provisions  should  be  made  for  the  reduc- 
tion of,  the  purchase  price  by  the  utilization  of  a  percentage 
of  the  gross  receipts  of  the  company  or  a  portion  or  all  of 
the  company's  share  of  its  net  profits,  and  a  portion  or  all 
of  the  city's  share  of  its  net  profits,  by  placing  these  gross 
receipts  or  these  net  profits  in  an  amortization  fund,  whereby 
they  may  accumulate  and  gradually  retire  from  the  capitali- 
zation of  the  company  the  intangible  value  contained  in 
whatever  capitalization  the  city  and  the  companies  finally 
agree  upon  to  be  fixed  in  the  ordinance.  This  fund  may,  if  it 
is  thought  best,  be  still  further  utilized  to  amortize  and  retire 
the  tangible  value  of  the  property,  until  the  entire  capitaliza- 
tion of  the  company  is  retired,  and  the  property  then  acquired 
by  the  city  without  cost,  but  if  this  latter  method  is  pursued 
great  care  must  be  taken  to  see  that  the  amortization  period 
extends  over  a  sufficient  length  of  time  so  that  this  amortiza- 
tion annuity,  when  measured  in  terms  of  a  percentage  of  the 
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gross  receipts,  shall  be  low  enough  so  as  not  to  seriously 
interfere  with  the  service  rendered  by  the  company  to  the 
public,  or  to  jeopardize  the  investment  of  the  company  by 
reducing  its  agreed  rate  of  return. 

Furthermore,  if  the  ordinance,  as  finally  drafted,  stipu- 
lates that  this  amortization  fund  shall  be  accumulated  out 
of  net  earnings,  after  deducting  the  company's  fixed  return, 
provision  should  be  made  whereby,  in  case  the  net  earnings 
for  any  given  year  or  years,  over  and  above  this  fixed  return 
to  the  company,  shall  not  equal  the  amount  necessary  to  be 
placed  in  the  amortization  fund  to  properly  maintain  it,  that 
the  difference  between  the  amount  accruing  from  the  net 
earnings  and  the  amount  due  to  be  put  into  the  amortization 
fund  shall  be  taken  from  the  contingency  reserve  fund  (5) 
referred  to  under  Section  16,  provided  there  shall  be  a  suffi- 
cient amount  in  said  contingency  fund  to  fully  meet  the  re- 
quirements of  the  amortization  fund.  Should  this  contingency 
fund  not  be  sufficient  to  meet  the  requirements,  the  amount 
lacking  shall  be  provided  by  the  company  out  of  its  portion 
of  the  gross  receipts,  with  the  understanding  that  when  said 
contingency  fund  (5)  shall  have  in  it  a  sufficient  amount  to 
reimburse  said  company  for  the  amount  so  advanced  out  of 
its  portion  of  the  gross  receipts,  said  amount  or  amounts 
shall  be  returned  to  said  company;  the  intent  of  this  pro- 
vision being  to  absolutely  protect  the  amortization  fund. 

This  method,  although  somewhat  involved,  has  been  out- 
lined by  me  in  order  to  meet  the  plan  proposed  by  the  com- 
panies of  taking  care  of  the  amortization  fund  out  of  divisible 
net  receipts,  but  its  integrity  could  be  insured  much  more 
simply  and  with  more  certainty  by  definitely  stipulating  in 
the  ordinance  that  there  should  be  each  month  put  into  the 
amortization  fund  a  fixed  percentage  of  the  gross  receipts 
in  the  same  manner  that  the  renewal  fund  is  provided  for 
in  the  present  ordinances. 

The  contingency  reserve  fund  (5)  above  referred  to  should 
be  a  comparatively  small  fund,  and  in  order  to  avoid  delays 
and  brokerage,  and  to  temporarily  meet  unexpected,  unavoid- 
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able  or  extraordinary  demands  for  money  necessary  to  place 
the  company's  property  in  operating  condition  as  it  existed 
prior  to  any  accident  caused  by  earthquakes,  fire  or  other 
acts  of  God,  the  cash  reserve  funds  for  renewal  or  amortiza- 
tion could,  upon  the  recommendation  of  the  Board  of  Control, 
with  the  approval  of  the  Mayor  and  the  City  Council,  be 
utilized,  provided  that  the  Board  of  Control  shall,  at  the  time 
such  loans  are  made,  see  that  ample  security  is  provided  for 
the  safe  return  to  the  amortization  fund  of  all  the  money 
borrowed  from  said  fund,  and  to  the  renewal  fund  the  amount 
expended  out  of  said  fund  in  excess  of  the  actual  accrued 
depreciation  (to  the  date  of  the  accident)  of  the  property 
destroyed.  The  difference  between  the  original  cost  of  the 
property  destroyed  and  the  accrued  depreciation  (to  the  date 
of  the  accident)  plus  salvage,  shall  be  taken  from  the  con- 
tingent reserve  fund  (5)  previously  described,  and  in  case 
said  fund  (5)  is  not  sufficient  to  meet  tlie  loss,  the  difference 
between  said  loss  and  the  amount  in  said  fund  shall  be  taken 
from  the  amortization  fund. 

Section  21  relates  to  the  rights  of  the  city  to  purchase 
during  the  reconstruction  or  rehabilitation  period. 

Should  be  satisfactory  to  the  city  if  satisfactory  to  the 
company,  if  the  Board  of  Control  is  vested  with  the  same 
authority  as  the  Board  of  Supervising  Engineers  now  is, 
and  that  any  rehabilitation  work  is  provided  for  in  the  new 
ordinance.  This  section  may  be  eliminated  if  no  such  rehabil- 
itation work  is  contemplated. 

Section  22  fixes  the  terms  upon  which  the  city  may 
designate  another  corporation  as  its  licensee  to  purchase 
the  property.  This  section  provides  that,  if  such  a  licensee 
is  a  mere  competitor  of  the  present  company,  operating 
for  its  own  profit,  it  shall  pay  to  the  present  company  a 
bonus  of  20  per  cent  as  a  consideration  for  the  forced 
sale;  but  that,  if  the  proposed  licensee  is  operating  pro 
bono  publico,  turning  over  to  the  city,  either  directly  or 
in  reduced  fares,  all  profits  of  operation  over  and  above 
an  allowance  of  five  per  cent  annual  interest  upon  its  in- 
vestment (in  which  is  to  be  included  a  five  per  cent  broker- 
age allowance)  then  the  bonus  shall  not  be  paid. 

Should  be  satisfactory  to  the  city  if  satisfactory  to  the 

company. 
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Section  23  carries  out  the  provisions  of  tlie  Mueller 
Law  of  May  18,  1903,  (111.  Stat.,  Cli.  24,  p.  655)  that  "in 
case  such  reserved  right  of  purchase  be  not  exercised  by 
said  city  or  its  licensee"  on  or  before  February  1,  1927, 
''and  the  city  shall  grant  a  right  to  another  company  to 
operate  a  street  railway  in  the  streets  and  parts  of  streets 
constituting  the  said  railway  system  of  the  company; 
such  new  company  shall  be  required  to  and  shall  purchase 
and  take  over  the  said  street  railways,  property  and  rights 
of  the  company,  at  or  after  February  1,  1927,  upon  the 
same  terms  upon  which  said  city  might  then  purchase 
and  take  them  over."  While  the  Company  is  and  can  be 
given  no  right  to  operate  after  the  expiration  of  twenty 
years,  and  it  is  expressly  provided  that  no  such  right  shall 
be  given  in  this  ordinance,  the  provision  quoted  seems  to 
be  the  fairest  and  best  assurance  to  be  given  under  the 
law  of  Illinois  for  the  protection  of  the  investment  of 
the  company  at  the  expiration  of  its  twenty-year  grant. 

Should  be  satisfactory  to  the  city  if  satisfactory  to  the 
company,  but  it  should  be  pointed  out  that  it  is  not  possible 
to  establish  an  amortization  fund  sufficiently  high  under  a 
five-cent  fare  to  retire  much  more  than  the  intangible  value 
of  the  present  properties  within  this  period  of  twenty  years, 
and  pay  to  the  company  a  reasonable  return  upon  any  capi- 
talization likely  to  be  agreed  upon  in  the  proposed  ordinance, 
and  at  the  same  time  give  the  citizens  adequate  service.  For 
this  reason  the  new  ordinance  should  extend  over  a  longer 
period,  or  provision  must  be  made  in  it  for  the  protection  of 
so  much  of  the  investment  as  has  not  been  amortized  at  the 
time  of  the  expiration  of  the  ordinance,  either  by  the  city 
guaranteeing  to  purchase  the  property  for  cash,  or  by  assum- 
ing the  underlying  securities  then  outstanding  on  the  prop- 
erty, for  they  should  then  represent  the  actual  value  of  the 
physical  property,  or  by  allowing  the  company  to  continue 
to  operate  until  the  city  does  purchase. 

Section  24  provides  for  an  annual  accounting  and  set- 
tlement between  the  company  and  the  city,  the  payment 
of  an  interest  return  of  5  per  cent  on  the  capital  invest- 
ment, and  the  division  of  the  net  receipts  with  the  city. 
It  also  provides  that  the  city  may  commute  its  share  of 
the  net  receipts  into  an  equivalent  reduction  of  fares  and 
that,  subject  to  the  action  of  the  City  Council,  the  pay- 
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ments  made  by  the  company  to  the  city  shall  be  kept  and 
used  for  the  purpose  of  purchase  and  construction  of  street 
railways  by  the  city.  This  last,  however,  is  a  matter  with 
which  the  company  has  no  legal  concern. 

The  proposed  merger  ordinance  contemplates  changing 
these  conditions  so  that  the  company  shall  receive  a  practically 
guaranteed  cumulative  fixed  return  upon  its  capitalization, 
which  return  shall  be  more  than  5  per  cent  (stated  in  various 
discussions  as  7  per  cent,  or  else  at  6  per  cent  during  con- 
struction of  subways  and  7  per  cent  thereafter)  with  70  per 
cent  of  the  net  profits  to  the  city  and  30  per  cent  to  the 
companies,  corresponding  to  the  5  per  cent  fixed  return  and 
the  55  per  cent  and  45  per  cent  respectively,  provided  in  the 
present  ordinances. 

By  referring  to  page  4,  it  will  be  seen  that  there  has  been 
placed  in  the  city  treasury,  up  to  December  31,  1912,  by  the 
traction  companies,  as  the  city's  55  per  cent  of  the  net  divis- 
ible receipts,  under  the  present  ordinances,  the  sum  of  $10,- 
108,212,  which,  with  accrued  interest,  brings  the  total  up  to 
$10,504,333.90,  as  of  the  above  date. 

Had  this  fund  been  invested  in  5  per  cent  interest  bearing 
securities,  instead  of  lying  in  the  banks  and  drawing  ordi- 
nary bank  balance  rates,  it  would  have  been  materially  larger. 

This  fund,  though  not  called  an  ''amortization  fund"  in 
the  1907  ordinances  could,  if  the  city  saw  fit,  be  so  used,  and  if 
it  were  left  intact  and  allowed  to  accumulate  at  5  per  cent 
per  annum,  by  investing  it  in  suitable  securities,  it  in  reality 
would  be  an  amortization  fund  and,  if  the  investment  in  the 
tangible  property  of  the  company  continued  in  the  future,  in 
accordance  with  what  now  seems  to  me  to  be  a  fair  ratio  of 
investment  to  each  dollar  of  increased  gross  receipts,  so  as  to 
give  adequate  service  to  the  community,  it  would  retire,  in 
about  1922,  all  of  the  intangible  value  of  all  the  surface  lines 
of  the  city  of  Chicago. 

If  it  were  thought  best,  this  amortization  fund  could  be 
left  intact  and  allowed  to  continue  to  accumulate,  and  be 
applied  to  the  amortization  of  the  tangible  value  of  the 
properties. 
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The  Board  of  Supervising  Engineers  and  the  Chicago 
Harbor  and  Subway  Commission  are  now  engaged  in  fore- 
casting the  probable  gross  receipts  and  the  net  profits  of  the 
combined  elevated  and  surface  line  properties  and  subways, 
and  from  these  figures  it  should  be  possible  to  ascertain 
whether  or  not  the  city  can  agree  to  a  higher  guaranteed 
return  than  5  per  cent,  and  if  it  is  found  that  it  can,  it  is 
questionable  whether  a  higher  return  than  5  per  cent  upon 
the  agreed  capitalization  of  the  company  should  be  guaranteed, 
as  the  net  profits  over  and  above  this  guarantee  to  the  com- 
pany may  produce  better  results  if  divided  between  the  city 
and  the  company  and  labor,  as  hereinbefore  in  Section  16 
discussed. 

Section  25  provides  that,  ''The  company  shall  not  be 
required  on  account  of  any  extensions  of  subways  or  on 
account  of  underground  trolleys,  or  on  account  of  any  ex- 
tensions of  its  street  railways,  other  than  the  extensions 
provided  for  in  Exhibit  A  (streets  stipulated  in  the  ordi- 
nance upon  which  tracks  are  now  constructed)  and  in 
Section  36  (providing  for  certain  specified  extensions)  of 
this  ordinance  and  (for  the  two  companies  10  miles  of 
double  tracks,  or  20  miles  of  single  track*)  per  annum  as 
in  Section  3  hereof  provided,  to  increase  its  total  capital 
investment  to  such  an  extent  that  the  return  thereon  over 
and  above  the  interest  charge  of  5  per  cent  thereon  by 
this  ordinance  authorized,  would  be  reduced  to  an  inade- 
quate or  unreasonably  small  amount." 

This  should  be  changed  so  as  to  provide  for  the  expendi- 
ture by  the  company,  for  extensions,  of  a  certain  number 
of  dollars  per  annum,  based  upon  the  gross  receipts,  as  esti- 
mated by  the  Board  of  Control,  of  the  entire  property  for  a 
given  period;  this  estimate  to  be  based  upon  the  past  per- 
formances of  the  company.  The  distribution  of  the  expendi- 
ture of  this  money  to  be  determined  and  proportioned  be- 
tween the  surface  lines,  elevated  lines  and  subways,  as  the 
Board  of  Control  may,  from  time  to  time  determine,  the  ob- 
ject being  to  fix  a  ratio  between  the  receipts  of  the  company 

*Under  the  Calumet,  Southern  and  Consolidated  ordinances  adopted 
subsequent  to  the  ordinances  herein  reviewed  this  mileage  was  increased  to  a 
total  of  23  miles  of  single  track  per  annum. 
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and  the  capital  expenditures  of  the  company,  so  that  the 
growth  of  the  system  shall  be  commensurate  with  the  growth 
of  the  city,  and  to  retain  for  the  city  the  power  to  acquire 
suitable  extensions  necessary  to  give  adequate  service,  based, 
however,  upon  the  technical  judgment  of  the  Board  of  Con- 
trol as  to  the  financial  feasibility  of  the  extensions,  and  upon 
the  same  judgment  as  to  how  the  money  can  best  be  spent. 
This  power,  so  far  as  it  relates  to  the  construction  of  subways 
and  extensions,  over  and  above  the  23  miles  of  single  track 
per  annum  arbitrarily  fixed  in  the  present  ordinances,  is  vest- 
ed in  the  Board  of  Supervising  Engineers,  but  the  Board  of 
Control  should  have  the  further  power  of  controlling  the 
extensions  now  arbitrarily  fixed,  unless  it  is  deemed  best  by 
the  city  to  delegate  to  the  Board  of  Control  only  the  power 
of  initiation  and  recommendation  as  to  the  distribution  and 
character  of  the  extensions,  leaving  the  final  power  of  ap- 
proval and  location  to  the  City  Council.  If  the  final  approval 
is  left  to  the  City  Council  there  will  always  be  difficulties  in  se- 
curing final  decisions  with  sufficient  promptness  to  enable  the 
construction  work  to  be  carried  on  efficiently,  owing  to  the 
strife  between  different  parts  of  the  city  for  the  distribution 
of  these  extensions,  consequently  it  would  seem  best  to  leave 
the  decision  of  this  matter  to  a  properly  constituted  Board 
of  Control. 

Section  26  relates  to  the  qualifications  of  the  deposi- 
taries of  funds. 

Should  be  satisfactory  to  both  sides. 

Section  27  requires  the  company  to  make  deposits  of 
its  funds,  and  to  be  responsible  for  losses,  with  appropri- 
ate provision  under  which  the  city  can  avoid  all  possible 
liability  for  deposits  made  by  it,  in  the  event  of  purchase, 
and  permitting  the  company,  in  that  event,  to  designate 
the  depositaries. 

Satisfactory. 

Section  28  requires  the  payment  of  interest  on  depos- 
its, all  such  interest  to  be  considered  a  part  of  the  respect- 
ive principal  funds. 

Satisfactory,  except  that  provision  should  be  made  for 

investing  the  renewal  fund,  as  well  as  all  other  sinking  funds, 
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in  securities  as  discussed  by  me  in  Section  16  herein,  so  that 

they  will  draw  a  higher  rate  of  interest  than  banks  ordinarily 

allow  on  deposits. 

Section  29  requires  annual  reports,  and  gives  the  city 
officials  the  right  to  verify  books  and  vouchers  at  reason- 
able times.  It  also  provides  for  an  annual  audit  of  the 
accounts  of  the  company  covering  all  receipts  and  expendi- 
tures, and  a  formal  written  report  by  public  accountants 
selected  by  the  city  and  the  company. 

Satisfactory. 

Section  30  prohibits  the  removal  of  the  books,  rec- 
ords, contracts,  or  vouchers  of  the  company  beyond  the 
limits  of  the  city. 

Satisfactory. 

Section  31  provides  for  a  forfeiture  and  appropriate 
penalties  for  failure  to  comply  with  the  provisions  of  the 
ordinance. 

Satisfactory. 

Section  32  requires  the  waiver  by  the  company  of  its 
existing  rights  in  the  public  streets,  and  the  substitution 
therefor  of  the  rights  granted  by  the  new  ordinance. 

This  clause  was  put  in  to  release  the  city  from  any  obli- 
gations under  any  ordinance  that  the  companies  had  at  the 
time  of  the  passage  of  the  1907  ordinances,  and  should  be 
retained  in  the  new  ordinance,  but  elaborated,  as  your  cor- 
poration counsel  may  think  best,  in  order  to  cover  the  ordi- 
nances or  rights  of  the  elevated  companies. 

Section  33  gives  the  city  the  right  to  intervene  to  pro- 
tect its  rights  in  the  public  streets,  and  the  substitution 
therefor  of  the  rights  granted  by  the  new  ordinance. 

Satisfactory. 

Section  34  provides  for  and  defines  the  functions  of 
the  Board  of  Supervising  Engineers. 

Satisfactory  so  far  as  the  present  ordinances  are  con- 
cerned, except  that  the  Board  of  Supervising  Engineers  should 
have  been  delegated  with  authority  to  at  least  initiate  and 
possibly  enforce  service  regulations  and  other  conditions  re- 
garding operation.  If  the  power  of  enforcement  is  not  grant- 
ed, the  power  of  initiating  and  recommending  improvements 
in  service  should  at  least  be  given  to  the  new  Board  of  Control. 
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Some  effective  form  of  regulation  should  exist  as  to  means 
of  interpreting  the  terms  of  the  new  ordinance  for  the  benefit 
of  the  people,  and  in  order  to  permit  the  companies  to  escape 
the  burden  of  political  activity,  as  well  as  to  secure  operating 
conditions  during  the  life  of  the  ordinance  which  will  insure 
not  only  adequate  service  but  protection  to  invested  capital 
with  a  fair  profit. 

Therefore  public  service  commissions  which  exist  subject 
to  the  whim  of  appointive  political  power  (without  due  proc- 
ess of  impeachment)  or  whose  decisions  and  orders  may  be 
interfered  with  or  countermanded  by  municipal  political  bod- 
ies, even  though  superior  in  the  municipal  organizations,  are 
not  likely  to  do  effective  work,  render  just  and  equitable  de- 
cisions, or  conduct  themselves  as  an  efiicient  mediary  be- 
tween corporation  and  patron.  For  this  reason  if  the  type 
of  Board  of  Control  which  your  committee  has  now  decided 
upon,  consisting  of  five  members  representing  the  municipal- 
ity only,  is  finally  adopted,  some  method  of  appointing  them 
other  than  by  the  Mayor,  with  the  approval  of  the  Council, 
as  stated,  should  be  adopted.  If,  however,  this  type  of  Board 
and  method  of  appointment  is  adhered  to,  the  first  appoint- 
ments of  the  different  members  should  be  made  for  different 
periods,  and  the  tenure  of  office  of  the  succeeding  members 
should  be  for  such  periods  that  no  administration,  except  the 
one  making  the  first  appointments,  would  have  control  over 
the  majority  of  the  Board. 

At  best,  however,  this  is  a  political  Board  and,  if  created, 
would  leave  the  traction  question  in  local  politics  so  long  as 
the  Board  is  so  constituted,  and  some  other  method  should 
be  found  for  forming  and  continuing  whatever  Board  of  Con- 
trol is  finally  decided  upon,  inasmuch  as  the  independence  of 
the  balance  of  power  of  this  Board  from  local  politics  and 
traction  influence  is  the  crux  of  the  entire  traction  situation, 
for  the  reason  that  it  involves  the  question  of  whether  the  peo- 
ple want  ''regulation  in  reality"  or  "regulation  in  form 
only. ' ' 
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I  will  not  attempt  at  this  time,  although  I  may  later,  to 
suggest  other  methods  of  creating  such  a  Board.  It  may  not 
be  amiss,  however,  to  point  out  that  the  present  Board  of 
Supervising  Engineers,  as  now  constituted,  or  one  similarly 
created  and  constituted,  will  always  give  ''real  regulation"  if 
the  city  administration  always  does  its  part  in  carrying  out 
the  terms  of  the  present  ordinances. 

A  Board,  such  as  has  been  proposed  by  your  committee, 
cannot  be  justified  for  the  express  purpose  of  constructing 
elevated,  surface  railways  and  subways  alone,  for  more  effi- 
cient results  can  be  obtained  by  a  smaller  and  more  technical 
Board  organized  for  the  express  purpose  of  such  work,  and 
with  specific  duties,  such  boards  being  often  created  in  differ- 
ent municipalities  for  the  purpose  of  carrying  out  certain 
specified  work.  For  instance,  the  Hetch  Hetchy  municipal 
water  project  in  the  city  of  San  Francisco,  an  undertaking 
of  vast  importance  to  the  citizens  of  that  city  and  vicinity, 
and  one  in  which  the  advisability  of  removing  the  question 
entirely  from  politics  is  fully  recognized. 

If  such  a  Board  as  your  committee  has  suggested  is  to  be 
created,  it  should  take  the  nature  more  of  a  Public  Service 
Commission,  and  be  empowered  with  broad  powers,  having 
charge  of  all  other  public  utilities  in  the  city,  for  only  by  per- 
forming such  duties  can  the  expense  of  such  a  Board  be  justi- 
fied, assuming  that  the  compensation  will  be  sufficient  to  secure 
competent  men  upon  it.  As  to  the  organization  of  such  a 
Commission,  the  following  points  appear  essential  to  me : 

1.  While  the  legislative  functions  of  franchise  grant- 
ing should  continue  to  be  vested  in  the  City  Council,  rep- 
resenting the  electorate,  the  actual  determination  of  ques- 
tions relative  to  rates,  service,  extensions,  equipment,  ac- 
counting, etc.,  should  be  vested  in  the  Commission,  and  this 
Commission  should  be  clothed  with  authority  to  enforce 
its  decisions  subject  to  review  by  the  Courts.  In  fact  it 
is  quite  likely,  if  the  City  of  Chicago  is  to  control  and 
supervise  all  her  public  utilities,  that  her  interests  are  of 
sufficient  importance  to  warrant  her  having  a  commission 
independent  of,  or  with  the  equal  power  as  the  State  Com- 
mission, similar  to  the  arrangement  that  New  York  City 
has. 
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2.  The  actual  management  of  municipal  utilities  and 
the  supervision  of  private  ones  should  be  vested  entirely 
in  the  Commission,  with  administration  by  men  having  suf- 
ficient technical  experience  to  insure  results  based  upon 
scientific  methods. 

3.  If  a  unified  Commission  covering  all  utilities,  upon 
which  Commission  such  utilities  are  represented,  is  cre- 
ated, it  should  have  a  departmental  plan  of  organization; 
the  chairman  to  perform  the  function  of  arbitrator,  and 
be  relieved  from  changing  political  sentiment  through  a 
reasonable  tenure  of  office. 

4.  In  the  particular  case  of  a  body  entrusted  with 
the  administration  of  properties  involving  the  sharing  of 
profits  between  the  city  and  the  utility  company,  such  as 
the  present  Board  of  Supervising  Engineers,  the  success 
of  the  plan  depends  not  only  upon  efficient  representation 
of  the  city  but  also  of  the  utilities;  but  the  aggregate  vot- 
ing power  of  the  Commissioners  assigned  to  all  participat- 
ing utilities  should  not  be  greater  than  that  of  the  city 
representative,  with  the  balance  of  power  always  vested 
in  the  administrative  head. 

5.  Owing  to  the  essentially  technical  nature  of  the 
business  of  utility  regulation  and  administration,  there 
should  be  adequate  engineering  and  accounting  representa- 
tion in  the  Commission ;  for  it  is  impossible  for  the  layman 
to  pass  intelligently,  without  unnecessary  delay,  upon  such 
questions  as  operative  and  construction  standards,  main- 
tenance, depreciations  and  other  elements  that  constantly 
enter  into  the  daily  routine  of  the  work  of  such  a  com- 
mission. 

Section  35  contains  a  reservation  of  all  the  city's  regu- 
latory and  police  powers. 
Satisfactory,  provided  they  are  enforced. 

Section  36  in  the  ordinance  to  the  Chicago  City  Eailway 
Company  provides  for  the  possible  future  extension  of  the 
system  of  that  company  in  the  north  and  west  divisions  of 
the  city,  through  the  medium  of  a  new  corporation  called 
the  Chicago  City  Eailroad  Company.  These  extensions 
were  to  be  made  only  at  the  option  of  the  city,  hereinafter 
expressed;  and  in  the  event  that  the  Chicago  Railways 
Company  failed  to  accept  its  ordinance.  Similar  provi- 
sions were  contained  in  the  ordinance  (Section  38)  of  the 
Chicago  Railways  Company.  That  company  has  accepted 
its  ordinance,  and  Sections  36  and  38  have  no  present  or 
prospective  importance. 
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The  intent  of  this  section  was  to  make  it  possible  for  the 
city  to  secure  the  one-city-one-fare  plan  of  operation,  by  ex- 
tending to  the  Chicago  City  Railway  Company  the  right  to 
build  into  the  territory  of  the  Chicago  Railways  Company,  in 
case  the  latter  company  failed  to  accept  its  ordinance.  How- 
ever, as  above  stated,  the  latter  company  accepted  its  ordi- 
nance, but  the  fact  remains  that  while  the  section  has  no  legal 
importance,  the  reconstruction  of  the  properties  of  both  com- 
panies has  taken  place  in  such  a  manner  as  to  permit  unified 
operation,  which  has  not  taken  place,  but  could  be  more  nearly 
approximated  if  the  Board  of  Supervising  Engineers  had 
authority  over  operation  and  the  power  of  initiating  and  en- 
forcing service  conditions,  which  power  should  be  delegated 
to  the  new  Board  of  Control. 

Section  37  extends  the  benefits  and  obligations  of  the 
ordinance  to  the  lessees,  successors,  and  assigns  of  the 
company. 

Satisfactory. 

Section  38  requires  the  consent  of  the  City  Council  to 
any  lease,  assignment,  or  operating  agreement,  except  by 
way  of  mortgage  or  deed  of  trust. 

Satisfactory. 

Section  39  provides  that  the  company  shall  warrant  its 
title  in  the  event  of  city  purchase. 

Satisfactory. 

Section  40  is  the  customary  provision  for  a  bond  against 
damages  suffered  by  the  city  by  reason  of  the  granting 
of  the  ordinance. 

Satisfactory. 

Section  41  provides  that  the  ordinance  shall  take  effect 
as  of  February  1,  1907. 

Should  conform  to  the  date  fixed  in  the  new    ordinance. 

For  accounting  reasons  it  would  be  best  if  this  date  coincided 

with  the  beginning  of  any  fiscal  year  of  the  present  surface 

line  properties  or  February  first. 

Section  42  provides  for  a  referendum  vote  of  the  peo- 
ple of  Chicago  upon  the  ordinance,  and  for  its  subsequent 
formal  acceptance  by  the  company,  in  the  event  that  the 
ordinance  is  approved  by  the  people. 

Satisfactory. 
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Exhibit  ''A"  is  a  list  of  the  streets  upon  which  tracks 
are  authorized  to  be  constructed. 

Should  be  made  to  conform  to  the  conditions  of  the  new 

ordinances  if  any  new  streets  are  specified. 

Exhibit  ''B"  contains   detailed  specifications   of  the 
new  construction  and  equipment. 

Satisfactory,  except  as  to  the  following: 

1.  All  rehabilitation  work  to  be  undertaken  and  com- 
pleted within  a  specified  time. 

2.  The  kind  and  location  of  rail  used. 

3.  The  use  of  poles  in  congested  districts. 

4.  The  requirements  of  granite  pavement  under  cer- 
tain conditions. 

Decisions  as  to  all  of  these  (except  (1)  which  should  be 
determined  by  the  City  Council)  should  be  left  to  the  judgment 
of  the  Board  of  Control,  as  hereinbefore  mentioned,  there  be- 
ing certain  districts  where  grooved  girder  rails  should  be 
used,  and  certain  other  districts  where  the  T  rail  can  be  used 
more  economically,  and  with  equal  efficiency,  provided  a  satis- 
factory granite  block  pavement  is  used  next  to  the  rail,  and 
other  conditions  where  the  use  of  poles  on  the  streets  could 
be  dispensed  with,  as  hereinbefore  referred  to. 

This  review  has  necessarily  had  to  be  hurriedly  written, 
and  I  may  desire  to  make  minor  changes  in  or  additions  to  it. 

As  previously  stated,  the  Board  of  Supervising  Engineers 
is  now  compiling,  as  rapidly  as  practicable,  certain  informa- 
tion which  you  requested  of  it,  and  when  this  information 
is  completed  I  hope  that  it  will  be  of  material  service  to  you 
in  reaching  your  conclusions  regarding  the  various  sugges- 
tions herein  made. 

Eespectfully  submitted, 
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ADDENDA. 

In  writing  the  preceding  letter  I  have  necessarily  been 
limited,  not  only  as  to  time,  but  also  as  to  space,  for  making 
clear  my  reasons  for  the  various  ideas  advanced.  In  order 
that  these  reasons  may  be  available  for  those  who  care  for 
them,  I  will  state  that  I  have  abstracted  freely  and,  in  a  few 
cases,  literally  from  the  various  reports  which  I  have  issued 
to  municipalities  and  public  bodies,  among  these  reports  be- 
ing: 

Report  No.  7,  to  the  Public  Service  Commission,  First 
District,  State  of  New  York,  entitled  ''The  Return  on  the 
Investment  in  Subways,"  issued  December,  1908. 

Report  on  the  Pittsburgh  Transportation  Problem,  to 
the  Mayor  of  Pittsburgh,  issued  December,  1910. 

Report  on  the  Transportation  Problems  of  the  cities  of 
Toronto  to  the  Corporation  Counsel,  and  San  Francisco  to 
the  Mayor  and  Board  of  Supervisors.  Both  of  these  re- 
ports have  been  delivered  in  a  preliminary  way,  final  copies 
of  which  are  now  in  press. 

Report  as  Special  Commissioner  to  Honorable  Wm.  C. 
Hook,  United  States  Circuit  Judge,  upon  the  Metropolitan 
Street  Railway  System  of  Kansas  City,  Missouri,  which 
has  just  been  delivered. 

In  the  New  York  report  I  go  fully  into  the  probable  gross 
and  net  earnings  and  the  return  on  investment  in  subways. 

In  the  Toronto  report,  the  present  condition  of  a  railway 
once  municipally  owned  and  operated,  but  now  privately 
owned  and  operated,  is  discussed. 

In  the  Pittsburgh  and  San  Francisco  reports,  the  general 
problems  relating  to  surface  street  railways,  elevated  rail- 
ways, and  subways,  are  thoroughly  discussed ;  while  the  latter 
report  goes  quite  extensively  into  the  question  of  Public  Ser- 
vice Commissions,  and  profit-sharing  between  the  Company, 
City  and  Labor  and  also  into  the  question  of  municipally  and 
privately  owned  street  railways. 

As  the  Metropolitan  Report  bears  directly  upon  the  fran- 
chise question,  I  have  thought  best  to  accompany  this  letter, 
in  its  printed  form,  with  one  chapter  from  this  report  entitled 
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FAIR  ORDINANCE  PROVISIONS: 

An  ordinance  embodying  efficient  and  economical  contractual 
relations  between  a  transportation  company  and  a  city  should  be 
based  upon  the  following  principles: 

(a)  The  contract  or  ordinance  should  stipulate  the  agreed 
fair  value  of  the  property,  which  should  be  so  determined  as  to 
protect  the  interests  of  those  whose  money  is  legitimately  invested 
in  the  creation  of  the  property,  and  in  cases  where  the  returns  on 
the  actual  investment  have  not  been  excessive,  as  in  the  case  of  the 
Metropolitan  System,  should  assure  to  the  owners  a  fair  return  on 
such  value. 

(b)  The  ordinance  should  provide  for  supervision  by  the  city 
or  state  of  the  capital  expenditures  to  be  made  from  time  to  time 
by  the  company,  in  order  either  to  rehabilitate  such  portions  of  the 
property  as  may  be  found  in  need  of  rehabilitation,  or  to  make  such 
extensions  as  are  necessary  to  give  adequate  service,  such  super- 
vision of  capital  expenditures  to  be  made  for  the  purpose  of  assuring 
investors  in  the  securities  of  the  company  that  their  investment  is 
represented  by  money  actually  put  into  the  property,  thus  tending 
to  decrease  the  rate  of  return  that  will  be  demanded  by  investors, 
and  at  the  same  time  for  the  purpose  of  secviring  the  minimum  capi- 
tal investment,  as  well  as  the  minimum  rate  of  return,  all  of  which 
serves  to  decrease  the  cost  of  transportation  service  in  a  given 
territory. 

(c)  The  city  or  state  should  supervise  not  only  the  capital 
expenditures,  but  also  the  operation  of  the  property  to  such  an 
extent  as  may  be  necessary  in  order  that  the  service  maintained  by 
the  company  shall  be  ad*equate  and  of  as  high  a  character  as  is  con- 
sistent with  the  returns  from  operation. 

(d)  The  surplus  from  operation  that  remains  after  the  pay- 
ment of  operating  expenses,  including  taxes,  maintenance,  and  a 
proper  reserve  for  depreciation,  and  after  the  payment  of  fixed 
charges,  consisting  of  the  agreed  minimum  fair  return  on  the  capital 
invested,  should  be  devoted  to  the  following  purposes: 

(1)  A  part  to  an  amortization  fund  for  the  purpose  of  ulti- 
mately retiring  any  part  of  the  capital  investment  that  is  not  repre- 
sented by  physical  property.* 

(2)  A  part  to  the  company  as  profit  for  efficient  operation, 
unless  it  should  be  decided  to  limit  the  company  to  a  fixed  return 
upon  its  investment,  which  return  should  be  somewhat  higher  than 
the  minimum  return  referred  to  in  paragraph  (d). 

*Such  values  are  known  as  development  expenses,  and  usually  consist  of 
preliminary  technical  expense,  legal  expenses  during  formation  of  the  company 
not  connected  with  construction  expense,  cost  of  consolidation  and  reorganiza- 
tions, sometimes  a  reasonable  promoter's  profit,  supersession  of  equipment  due 
to  the  rapid  advance  of  the  art,  reconstruction  due  to  unforeseen  contingencif  s, 
brokerage,  discount  or  premiums  on  securities,  and  sometimes  franchises  and 
going  values,  including  losses  during  early  operation,  all  of  which  should  eventu- 
ally be  amortized  and  eliminated  from  the  value  of  the  property,  upon  which  the 
public  should  be  finally  expected  to  pay  a  reasonable  rate  of  return,  although  it  is 
fair  that  the  company  should  have  time  to  earn  and  pay  to  itself  this  amortiza- 
tien  fund  out  of  the  earnings  of  the  company. 
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(3)  A  part  to  the  city  as  its  share  in  the  net  profits,  if  the 
city  so  elects  in  the  ordinance,  although,  for  the  best  interests  of 
the  citizens,  it  is  questionable  whether  the  city  should  retain  any 
portion  of  the  profits  from,  the  transportation  business,  the  better 
policy  being  that  any  such  surplus,  which  in  some  cases  has  been 
paid  to  the  city,  should  be  utilized  in  improving  the  service,  extend- 
ing the  system,  or  in  establishing  a  pension  or  other  fund  for  the 
benefit  of  the  employes  of  the  company. 

(4)  The  reduction  of  fares  after  such  time  as  the  company 
has  been  able  to  decapitalize  all  that  portion  of  its  capitalization 
agreed  to  by  the  ordinance  which  is  not  represented  by  physical 
property,  or  for  the  decapitalization  of  the  value  of  the  tangible 
property,  should  this  be  deemed  advisable. 

If  such  amortization  feature*  is  incorporated  in  the  ordinance, 
the  period  of  time  over  which  the  amortization  of  such  part  of 
the  capital  as  is  to  be  retired  takes  place  should  be  great  enough 
so  that  the  rate  per  annum  is  such  that  the  company  can  set  it 
aside  without  jeopardizing  its  legitimate  fair  return  as  stipulated  in 
the  ordinance,  or  without  crippling  the  service.  As  the  decapitaliza- 
tion proceeds  the  fixed  charge  will  decrease  a  proportionate  amount, 
thus  increasing  the  amount  available  for  service  in  the  form  of 
more  cars  or  for  increased  wages  or  for  a  pension  fund  for  em- 
ployes :  for  extensions  of  the  property  without  corresponding  increase 
in  capitalization :  or  for  the  reduction  of  fares. 

Views  upon  how  far  decapitalization  should  apply  and  con- 
tinue vary,  some  contending  that  not  only  the  intangible  but  also 
all  of  the  tangible  property  should  eventually  be  amortized,  so  that 
the  property  would  in  time  become  possessed  by  the  city  without 
expenditure  of  money  therefor  on  its  part.  Others  contend  that, 
in  addition  to  amortizing  the  intangible  value,  there  should  be 
amortized  only  that  portion  of  the  value  of  the  physical  property 
which  represents  depreciation,  and  that  such  value  as  then  remains 
in  the  property  should  be  carried  as  a  continuing  investment  by 
the  company,  in  the  case  of  a  privately  owned  company,  or  by  the 
municipality,  in  the  case  of  a  municipally  owned  property,  and  this 
investment  is  usually  with  present  properties  (owing  to  their  com- 
paratively recent  construction  and  rapid  development  into  new  ter- 
ritory^ about  75  per  cent  of  their  cost  to  reproduce  new  value : 
although  in  properties  restricted  to  certain  districts  and  not  requir- 
ing extensions,  reconstruction  or  betterments,  but  only  requiring 
maintenance  and  renewals,  this  value  would  be  about  60  per  cem 
of  their  cost  to  reproduce  new  value.  Therefore,  if  it  is  the  policy 
of  the  city  to  retain  the  right  to  ultimately  acquire  the  property 
of  the  company,  the  terms  for  so  doing  should  be  agreed  upon  and 
stipulated  in  the  ordinance,  and  the  character  and  extent  and 
method  of  amortization  therein  provided  for. 


*Ln  San  Francisco  and  Chicago  I  have  suggested  an  additional  fund  known 
as  a  "contingency  reserve  fund"  for  the  purpose  of  taking  care  of  "lean  years,"' 
or  unexpected  catastrophes  and  if  such  a  fund  is  established  the  suggestions 
contained  in  this  paragraph  should  apply  to  the  "contingency  reserve  fund"  as 
well   as  to  the  "amortization  fund." 
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